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RECOMMENDATION TO SUPPORT A 50 PERCENT REDUCTION IN CALIFORNIA
SALES TAX ON GASOLINE PURCHASES (ITEM NO.5, AGENDA OF JUNE 7, 2006)

Item No. 5 is arecommendationby SupervisorKnabeto supporta50 percentreduction
in California salestax on gasolinepurchases,anddirecttheChiefAdministrative Officer
to sendcorrespondenceto the Los AngelesCounty Delegation of StateSenatorsand
AssemblyMembersandGovernorSchwarzeneggerurging supportandearlyenactment
of legislation to reducethesalestaxon gasolinepurchasesin theStateby 50 percent.

The California Salesand Use Tax Law imposesa tax on retailers related to sale of
tangiblepersonalproperty in theState. Retailersgenerallyimposethesalestax on the
retail price of the tangible property and collect reimbursementof the tax from the
purchaser.The price for a gallon of gasolinepaid at thepump includesthefixed State
and Federalexcise taxes,along with the State and local salestax. The State has
imposedthesalestax on the retail price of gasolinesince 1971. In addition, theState
alsoimposesthesalestax to the retail price of othertangiblepropertysuchasalcoholic
beverages,cigarettesand tobacco products which already include the State and
Federalexcisetaxes.

A 50 percentreduction in the salestax would provide somerelief to Californians from
the surging gasolineprices. However, a reduction sales taxesapplied to gasoline,
would result in a significantreductionof revenueto theState,counties,andother local
jurisdictions.
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There are a number of taxes in California that are generally regarded as sales taxes.
The salestax rate is six percent(6%) for StateGeneralFund purposes,and it includes
one-half percent(0.5%) for the Local Public Safety Fund (Proposition 172), one-half
percent(0.5%) for the Local RevenueFund (RealignmentProgram). In addition, the
salestax rate includesa one-quarterpercent(0.25%) for the State’s Fiscal Recovery
Fund, and onepercent(1%) for locally imposedsalestax, alsokno~’vnasthe Bradley
Burns tax, for city/countytransportationuses.

Sincesalestaxrevenuesdirectly supportessentialgovernmentservices,suchashealth
and human services,public safety and transportation,this proposalwould affect the
following Countyprograms:

Realignment. This program is funded by a dedicatedsalestax, and vehicle license
fee, revenueswhich are allocated directly to counties for important health, mental
health, andsocial servicesprograms. This programhasbeenin placesince1991 and
hasbeenadependablefundingsourcefor countiesto provideservices. If this proposal
is approved,healthandhumanservicesprogramscould losean estimated$115 million
annuallystatewide.The impact to theCountyis estimatedto be$37.9 million.

Public Safety. Proposition172 is funded by dedicatedsalestax revenueto support
local public safety functions in countiesand cities. This measurewas approvedby
California voters in 1993 to partially mitigate the State’s transfer of property tax
revenuesfrom countiesandcities to the schools. If this proposalis approved,public
safetyprogramscould losean estimated$115 million annuallystatewide. The impactto
theCountyis estimatedto be $29 million.

Transportation. In 2002, California voters approved Proposition 42 by almost
70 percent,which dedicatedtheStatesalestax revenueson gasolineto fund specified
State and local transportationprojects, such as public transportation,road repairs,
transit and safety improvements,and congestionrelief. On February5, 2002, on a
recommendationfrom theDepartmentof PublicWorks (DPW), yourBoardunanimously
votedto supportProposition42 which appearedon the March5, 2002ballot.

In Fiscal Years 2003-04and2004-05, theGovernordivertedmore than$2.5 billion in
gasoline sales tax revenue in order to addressthe State General Fund deficit.
According to DPW, this resulted in a reduction of more than $45 million in
Proposition42 revenuethatwould havebeenusedby DPW to fund themaintenanceof
the local road system in the unincorporatedCounty areas. DPW and other local
agencieshad to delay or stop many critical safety improvements,congestionrelief
projects, road repairsandothertransportationneeds,which worsenedthe condition of
thealreadydeterioratedCountyroads.

DPW indicatesthatdelayingrepairswill increasethe road repaircostin thefuture by as
much as four to six times as traffic continuesto increaseand the roads continueto
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deteriorate. DPW indicatesthat reportsshowthat the averagedriver in Los Angeles
Countyspends$689 in vehicle repair costsper year dueto the poor condition of the
roads. DPW further indicatesthat the2005 JanuaryandFebruarystormstook a heavy
toll on roadwaysthroughoutthe County with damageestimatesin excessof $90 million
in unincorporatedareasalone. It is expectedthat only one half of this amountwill be
reimbursed under Federal and State disaster assistanceprograms. Therefore,
Proposition42 revenue is neededto fund the remaining balance,which would be
jeopardizedby this reduction.

DPW indicates that while this motion is intendedto addresspublic concernover high
gasolineprices, it would adverselyimpact the motoring public by taking awayrevenues
dedicatedfor transportationpurposes. DPW estimatesthat the County will lose
$34 million and the cities within Los Angeles County will lose about $51 million in
revenuesderived from salestax on gasoline if the Legislaturewere to adopt this
proposal.

To our knowledge,thereareno bills or budgetproposalsthat specificallyrecommenda
50 percentreduction in the California salestax on thepurchaseof gasoline. However,
AB 2621 (Strickland), asamendedon May 9, 2006,would providea salesanduse tax
exemptionfor thesaleor purchaseof gasoline. While AB 2621 doesnot providefor an
appropriationto reimburselocal governmentsfor the tax revenuelossesasa resultof
this measure,the bill declaresthe intent of the Legislatureto provide reimbursement
pursuantto asubsequentbill. The Countyhasnot takenapositionon AB 2621.

While thereis no currentBoardpolicy to supportproposalsthatreducethesalestax on
gasoline,or to reduceany otherStatetaxes,a reduction in revenues,with no backfill
will reducefundsfor critical servicesfor which the County hashistorically advocated.
Therefore, support of this proposal is amatter for Board policy determination.
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